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All values in millions of Nepali Rupees and 
for end of period unless otherwise stated. 


NEPAL FISCAL YEARS FY1979/780 FY1980/81 FY1981/82 Percentage 
Mid-July to Mid-July a Change 





INCOME & PRODUCTION 
GDP at Current Prices (est.) 23,351 122 
GDP at Constant FY 75 Prices (est.) 19,622 33 
Per Capita GDP, Constant Prices 

(est. in Rs.) a p32 
Agricultural Production (000 M.T.) 

Foodgrains 3,196 

Cash Crops 798 
Government Budget 

Regular a2. 

Development 2,308. 


MONEY & PRICES 
Money Supply _ 2,850. 
Interest Rates (Percentage) 
Central Bank (treasury bills) a 
Commercial Banks (prime) 14. 
Commercial Banks (average) a4. 
Retail Price Index (72/73 = 100) Laas 


BALANCE OF PAYMENTS & TRADE 
Gold and Convertible Currency 
Reserves+ 

Indian Currency Reserves+ 
External Public Debt Outstanding 
Balance of Payments (basic balance) 
Balance of Trade = 
Exports, FOB 

Overseas Exports, FOB 

U.S. Share 310. 
Imports, CIF 4,428. 

Overseas Imports, CIF ‘ 2,249. 

U.S. Share ; 94. 
Overseas Tourist Arrivals 

(Calendar Year) 124,753 122,205 112,694 





N 


Nr WN O&O 


Nh 


oy 
. 


3,034. 
967. 
2 S5 4 
334. 
2,819. 
1,608. 
616. 


3,952. 
650. 
2,903. 
343. 
3,464. 
1,493. 
485. 
N/A 
4,957. 
2,298. 
N/A 


ht 

UIN NON O&O 
~J] 
* 


kr Nh 
wow hv 


Ww 
> 
ow 
ON 
rFONON UAIOW WO” 


Exchange Rate: U.S. Dollar One equals 12.0 cs L3a2 


Main Imports from U.S. (FY1980/81): Medicines - Rs. 21.1, Automobiles & 
(Figures in millions) parts - Rs. 9.5, Wheat Flour - Rs. 8.3, 
Foodstuff & milk products - Rs. 9.7, 
Aircraft parts - Rs. 8.1, Machineries & 
parts - Rs. 5.3, Construction materials 
- Rs. 5.3, Electrical goods - Rs. 3.l. 


Notes: * As of Mid-April 1982 (percentage change over April 1981 figure) 
+ Net Official, plus Commercial Bank Holdings 


Source: National Planning Commission, Nepal Rastra Bank, Ministry of Finance, 
Ministry of Tourism, Trade Promotion Center, plus Embassy estimates. 





SUMMARY 


Nepal is a relatively small, landlocked, mountainous country. 

The bulk of its 15 million people lives in the soutkern lowlands 
bordering India, in small valleys within the Himalayan foothills, 

or on the slopes surrounding these valleys. The population, already 
straining many of the country's limited resources, is growing at a 
rate of 2.6 percent annually despite government efforts to limit 

its growth. The only arable land not already under cultivation is 
in the country's nearly depleted forest reserves, the earlier destruc- 
tion of which is now causing serious erosion and environmental 
problems. The summer monsoon rainfall is the most important 
determinant for wellbeing in Nepal's agriculture-based economy. 

The weak and late rains in the summer of 1982 have caused growing 
inflation and food shortages, and will adversely affect economic 
growth in the coming year. 


Although Nepal still faces the problems of a largely subsistence 
agricultural economy, economic performance during the past year was 
positive. Agricultural production was up only 3.5 percent in the 
fiscal year ending July 1982 (vs. a 16.6 percent increase in FY 1980/ 
81), but industrial production increased 24 vercent, resulting in 

a 4.1 percent growth in GDP. Export growth was slower than expected. 
However the rate of imports slowed, lowering the trade deficit 

to 23 percent from last year's 30 percent. The balance of payments 
continues to be in Nepal's favor because of increased receipts 


from net services and transfers. Foreign exchange reserves grew 
over the past year, and now cover nine months of imports. 


Foreign aid continues to play a critical role in financing the 
country's development plans and in covering budgetary deficits. 
Disbursement of foreign aid almost doubled this past year (to an 
estimated $245 million), an important development that demonstrates 
increasing ability of Nepal to absorb and utilize quickly foreign 
assistance. Faster disbursement should help speed the pace of 
development projects and encourage greater aid contributions from 
foreign donors. 


Opportunities for U.S. business in Nepal are greatest in the major 
development projects financed through foreign and multilateral assis- 
tance. As Nepal works toward developing its enormous hydroelectric 
potential, there will be a significant demand for consultant work, 
construction contracts, and equipment sales. The government of Nepal 
increasingly encourages private investment. During the past year it 
enacted a New Investment Act which was specifically designed to 
attract and assist in developing foreign investment. Opportunities 
for such investment rest largely in tourism with lesser possibilities 
in mining and light cottage industries. 





CURRENT ECONOMIC SITUATION AND TRENDS 


PRODUCTION: Agricultural production in the 1981-82 (mid-July to 
mid-July) year was not affected by the poor rains of the 1982 
summer monsoon. Production in the past year grew by some 3.5 per- 
cent, down from the previous year's increase of 16.6 percent. 
Ninety-five percent of Nepal's population is dependent on sub- 
Sistence farming, and the success of the rice, wheat, and corn 
crops determines the growth of the rest of the country's economy. 
Production figures in thousands of metric tons are as follows 

for major subsistence crops: 


Crops 1979/80 1980/81 1981/82 


Paddy 2,060 2,464 2,360 
Corn 554 743 732 
Wheat 440 477 508 


Yields remain very low (1.97 mt/hectare for paddy and 1.58 for corn), 
and the use of fertilizers, improved seeds and irrigation is very 
limited. A good rice harvest in the past year allowed for exports 

of some 50,000 mt of rice (with an estimated additional 200,000 mt 
exported through unofficial channels). However, in anticipation 

of poor harvests in the 1982-83 fiscal year, the government stopped 
all rice exports, and little is expected to be exported in 1983. 


Cashcrop production notably increased in 1981/82, with sugarcane 
showing the greatest increase, 23.3 percent over last year, largely 
in response to increased prices. Potato production grew by 16.3 
percent, but jute and tobacco, down 28 percent and 12.2 percent 
respectively, suffered from poor markets and falling prices. 


Production figures for principal cash crops in thousands of metric 
tons are: 


Crops 1979/80 1980/81 1981/82 


Sugarcane 384 483 596 
Oil seeds 62 77 80 
Tobacco Di bt 4. 
Jute 68 59 42. 
Potatoes 278 245 320 


Industrial production significantly increased in the 1981/82 fiscal 
year. Production of sugar, matches, tea, textiles and jute products 
(despite the drop in raw jute production) all showed increases. 
Cigarette production rose, with factories running at 60-70 percent 

of capacity vs. 50 percent a year ago. Cotton textile production 
grew 50 percent over 1980/81 as the supply of raw materials increased 
and the guality of cloth produced spurred sales. Tea production 
showed an 87 percent growth over the previous year as new tea estates 
begin to produce. Soap, strawboard, and cement declined, with cement 





production dropping for the second year in a row, to 22,897 mt 

for the first nine months this year over 23,831 mt for the same 
period a year ago. Cement output is expected to grow in 1982/83 

as raw materials and reliable sources of electricity are increas- 
ingly available. Leather shoe and iron goods production both 
showed dramatic increases of close to 50 percent over the previous 
year's production. However, the slow growth of the domestic 
market and geographical handicaps for exports continue to constrain 
industrial growth in Nepal. 


To improve industrial development, and to concentrate its financial 
resources in other development areas, the government of Nepal has 

put top priority on encouraging the growth of the private sector. 
There remains an acute shortage of capital, management and technology 
in Nepal, which the government hopes to meet by attracting foreign 
investors. This year Nepal passed a new Investment Law designed 

to encourage the development of the private sector and to attract 
domestic and foreign investment through tax holidays and a variety 

of other investment incentives. 


The growth of industrialization in Nepal will require development 
of energy sources--almost exclusively hydroelectric power--and of 
markets for the goods produced. Despite enormous reserves, Nepal 
still suffers from a shortage of power. The country's population 
of 15 million, most of whom are subsistence farmers with virtually 
no cash income, will not support more than a few import sub- 
stitute industries. The most logical market for Nepalese exports 
is India, but competition and restrictions within the Indian market 
to date have limited access for Nepalese manufactured goods. 


Despite these hindrances to development, industrialization continues 
to grow slowly in Nepal. While industries related to tourism 
continue to dominate this field, there has been growth in textiles, 
agricultural tools, iron, and a variety of small scale and cottage 
industries. 


ENERGY: As in other developing countries, the demand and consumption 
of energy in Nepal is growing fast. Of the total energy consumed 

in the country, over 85 percent is provided by fuel wood, six percent 
by petroleum products, one percent by i1ydropower and the rest by 
other sources. Overcutting of timber resources to meet these energy 
needs has resulted in serious environmental problems and caused the 
government to look increasingly to other fuel sources, especially 

its vast hydroelectric reserves. Nepal is estimated to have two 
percent of the world's hydro potential. Because of the cost of 
developing this potential, and the still limited domestic market 

for large amounts of power, hydro development has been limited. In 
the past year, the availability and reliability of electric power 

in the Kathmandu area has improved, due largely to the new 60,000 

KW Kulekhani facility, which provides the major part of the 170,000 
KW capacity the country now has. In the near future new transmission 





lines will provide greatly increased power to the cities of the 
eastern and western Terai, which, after Kathmandu, are Nepal's 
largest centers of industry. Additional large hydroelectric 
projects under construction or planned will supply an additional 
113,000 KW over the next few years. 


Various foreign donors help Nepal develop "mini-hydro" plants to 
provide villages with an alternative fuel source to wood and to 
provide energy for rural, small-scale industries. 


Four major hydro-development projects, including the 4,000 megawatt 
Chisapani/Karnali project, are currently under consideration. They 
will require significant amounts of foreign assistance and close 
cooperation with India, which is expected to be the major consumer 
of the power generated. 


COST OF LIVING: The rising cost of living continues to be a serious 
problem in Nepal. In late spring of 1982, inflation was spurred 

by fast rising food prices, which are expected to continue to rise 
following this year's anticipated poor harvests. Increases in wage 
rates, in many imported goods, and in construction materials have 
further fueled inflation. Steady petroleum prices and the increase 
in production of certain cash crops has somewhat counter-balanced 
price increases elsewhere in the market. In the FY 1981-82 period, 
inflation is estimated at 18-20 percent, approximating last year's 
rates. Inflation continues to be a major concern to government 
economists. Government policy is to limit subsidies for goods 

and services but to regulate their supply and avoid shortages (as 

it has done during the food grain shortage in the latter half of 1982). 





TRADE AND BALANCE OF PAYMENTS: 


Nepal's traditional trade deficit continues to grow, although other 
related trends obscure the impact and significance of the figure. 

With India, larger than all of Nepal's other trading partners com- 
bined, the trade gap decreased slightly, but with other countries 

it grew. In the first nine months of the year under review, total 
exports rose, with those to India increasing some 15 percent, off- 
setting the slight decline in exports elsewhere. The percentage of 
exports to countries other than India dropped to thirty-seven percent, 
versus 41.5 percent a year ago. The drop in the international jute 
market caused the export of jute products to decline a third, although 
exports to India kept these levels from dropping further. 


Imports again increased, although at a lower rate than in the previous 
fiscal year. The need for capital goods, construction materials, and 
industrial raw materials rose sharply, and growth in exports failed 

to keep pace with the import levels. In response to the growing trade 
gap, the government introduced a new trade policy designed to spur 
exports and reduce imports of non-essential and luxury items. 


In spite of the growing trade deficit, Nepal's balance of payments 
remains favorable. Receipts from both services and net transfers 





grew 15 to 20 percent, resulting in a current account deficit of 
only $12 million. Even with a ten percent devaluation of the 
rupee in September 1981, the balance of payment surplus in mid- 
1982 is estimated at $45 million. Net foreign assets grew drama- 
tically in the first nine months of the 1981-82 fiscal year, and 
the country now has reserves to cover nine months of imports, as 
compared to only 4.8 months a year ago. Like the trade deficit, 
figures for the positive balance of payments picture are obscured 
by the uncontrolled movement of private capital in and out of the 
country. Invisible transfers from net tourism earnings, workers 
remittances, and Gurkha soldiers' pensions have, as in the past, 
offset much of the trade deficit. 


Foreign assistance continues to grow. Disbursement of foreign 
grants and loans during the FY 1981-82 period, estimated at $245 
million, are expected to exceed the total trade deficit. 


GOVERNMENT BUDGET: The government budget this past fiscal year 

grew by thirty percent over the 1980-81 budget, to approximately 
$445 million. Nepal's budget is divided into the regular (or opera- 
ting) budget, and the development budget, which is two-thirds of 

the total budget. Of development, almost 60 percent is covered by 
foreign assistance loans and grants, down from the unusually high 

80 percent of a year ago. The remainder of the development funds 
and all the operating budget are covered by domestic sources. The 
past year's revenue collections exceeded the previous year's record 
level by nine percent, reaching $235 million. Collections come 
largely from tax revenues, of which customs, sales, and excise 

taxes produce the major portion. The remaining uncovered budget 
expenses are met through domestic borrowing. Despite rapidly 
growing budgets, particularly for development, the government has 
kept up with planned expenditures, expected this year to reach 95 
percent of the original estimate. 


Foreign debt remains relatively small, and since it all is at con- 
cessional rates debt servicing is an insignificant burden. Total 
outstanding debt after nine months of the year was $221.6 million 
up almost $50 million from a year ago at this time. 


FOREIGN ASSISTANCE: Nepal remains one of the poorest countries in 

the world and, as a result, has access to virtually as much foreign 
assistance as it can at present effectively absorb, from both bilateral 
and multilateral sources. Both new grants and new loans grew sharply 
over the previous year (as they did last year) and it is estimated 

that foreign assistance disbursements doubled this past year, reach-~ 
ing $245 million. Maintenance of Nepal's foreign reserves and a 
continued development effort depend on an anticipated high level of 
foreign aid. 





IMPLICATIONS FOR THE UNITED STATES 





Nepal, with its small consumer population, undeveloped economy, 
and geographic remoteness, is not destined to become a major 
market for U.S. goods and services. Even where possibilities 
exist, U.S. firms will face stiff competition, not only from 
developed countries with experience in the region (such as Japan) 
but also from developing nations (such as Korea and more notably 
India) which possess the technology to meet many of Nepal's 
requirements and which have a major competitive edge from the 
standpoint of labor costs and other factors. 


Nonetheless, significant opportunities for American business 

are growing in certain specialized fields, particularly in hydro- 
electric power generation and electrical distribution. While 
U.S. equipment can rarely meet Indian and Oriental competition, 
there may be soon significant opportunities in Nepal for American 
expertise in the design and implementation of major development 
projects. Worthy of particular attention are projects, largely 
in hydropower development, financed by the World Bank/IDA and 

by the Asian Development Bank. These projects, growing in number 
and value, offer substantial opportunities for consultancy, con- 
tracting and, to a lesser degree, equipment sales. In some cases 
--e.g., the irrigation and rural development projects--the scope 
may not be sufficiently complex to enable U.S. contractors to 
complete successfully. 





